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PART A: MULTIPLE CHOICE QUESTIONS 


Answer ALL 20 questions in PART A. 
Select the choice that is most appropriate and CIRCLE on the MULTIPLE CHOICE ANSWER 
SHEET. Answers not shown on Multiple Choice Answer Sheet will not be marked. 


Each question carries 2 marks. (20 questions x 2 marks each = 40 marks) 


A measure defined at a point intime is calleda__ variable. 
A. real 

B. nominal 

C. flow 

D. stock 


The benefit of saving is the: 
A. nominal interest rate 

B. real interest rate 

C. inflation rate 


D. saving rate 


Where Y is GDP, C is consumption, / is investment and G is government spending, if there is no 
international trade, then national saving equals: 

A.C+I+G 

B. Y-C-G 

Cul PCG 

D.Y-C-1 


The key assumption of the basic Keynesian model is that: 
A. planned aggregate expenditure is autonomous 

B. actual investment equals planned investment 

C. planned aggregate expenditure is constant 

D. firms meet demand at preset prices 


Dave's Mirror Company expects to sell $1000000 worth of mirrors and to produce $1250000 
worth of mirrors in the coming year. The company purchases $300000 of new equipment during 
the year. Sales for the year turn out to be $900000. Actual investment by Dave's Mirror Company 
equals __—_s and planned investment equals 

A. $250 000; $150 000 

B. $300 000; $200 000 

C. $550 000; $450 000 

D. $650 000; $550 000 


10. 


11. 
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The portion of planned aggregate expenditure that is independent of output is called 
expenditure. 

A. potential 

B. planned 

C. actual 


D. autonomous 


For an economy starting from potential output, a decrease in autonomous expenditure in the short 
run results in a(n): 

A. expansionary output gap 

B. recessionary output gap 

C. increase in potential output 

D. decrease in potential output 


In the short-run Keynesian model, in order to close a recessionary gap of $1 billion, government 
purchases must be: 

A. increased by $1 billion 

B. decreased by $1 billion 

C. increased by more than $1 billion 

D. increased by less than $1 billion 


According to the basic Keynesian model government policies can be used to: 
A. eliminate output gaps 

B. reduce or eliminate output gaps 

C. increase the price levels 

D. increase output gaps 


Automatic stabilisers imply: 

A. an automatic increase in government spending or decrease in taxes when real output declines 
B. an automatic increase in government taxation when real output declines 

C. automatic stabilisation of the economy 


D. automatic reduction in transfer payments 


Sustained government deficits can be harmful because they reduce national __, which in turn 
reduce ___—_—sin new capital goods, an important source of long-run 

A. output gap; disposable income; exports 

B. inflation; poverty gap; output shortage 

C. savings; investments; economic growth 


D. equality gap, employment; welfare 


12. 


13. 


14. 


15. 


16. 
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Most economists view fiscal policy as an important stabilising force for two reasons: 
A. automatic stabilisers and effective dealing with prolonged recession 

B. government spending and tax collection help to reduce budget deficit 

C. transfer payment and tax collection increase during contractions 


D. unemployment and welfare benefit payments help farmers during drought 


After the Reserve Bank increases reserves in the banking system through open-market purchases, 


banks create new deposits through multiple rounds of lending and accepting deposits, until the: 


A. Reserve Bank requires them to stop 

B. deposit insurance limit is reached 

C. actual reserve-deposit ratio is greater than the desired reserve-deposit ratio 
D. actual reserve-deposit ratio is equal to the desired reserve-deposit ratio 


If the public switches from doing most of its shopping with currency to using cheques instead, and 


the Reserve Bank takes no action, the money supply will: 
A. increase 

B. decrease 

C. not change 


D. either increase or decrease 


If firms decide to increase their amount of short-term borrowing, this will: 
A. decrease the supply of 90-day bills, causing the price to rise 

B. increase the supply of 90-day bills causing the price to fall 

C. decrease the supply of 90-day bills, causing the 90-day bill rate to fall 
D. increase the supply of 90-day bills, causing the 90-day bill rate to fall 


To eliminate a contractionary gap, the Reserve Bank the nominal interest rate, 
real interest rateand_ _ the money supply. 

A. increases; increases; increases 

B. increases; increases; decreases 

C. increases; decreases; decreases 

D. decreases; decreases; increases 


the 


Ly. 


18. 


19. 


20. 
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Under a fixed-exchange-rate system, monetary policy can be used: 

A. only to stabilise the domestic economy 

B. only to stabilise the fundamental value of the exchange rate 

C. to simultaneously stabilise the domestic economy and the fundamental value of the exchange 
rate 

D. to stabilise the domestic economy or the fundamental value of the exchange rate, but not both 


To counter a speculative attack, the monetary policymakers must __ monetary policy, and to 
fight a recession the monetary policymakers must __ monetary policy. 

A. tighten; tighten 

B. tighten; ease 

C. tighten; abandon 

D. ease; tighten 


Flexible exchange rates of monetary policy to stabilise the economy, and fixed exchange 
rates ____—_—sof monetary policy to stabilise the economy. 

A. offset the impact; reinforce the impact 

B. prevent the use; prevent the use 

C. strengthen the impact; strengthen the impact 

D. strengthen the ability; prevent the use 


Proponents of fixed exchange rates argue that the predictability of the fixed exchange rate: 
A. allows monetary policy to be used to stabilise the domestic economy 

B. increases trade and economic integration 

C. decreases trade and economic integration 


D. prevents exchange rate overvaluation 
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PART B: SHORT ANSWER QUESTION 
e There is ONE (1) short answer question to this part. 
e Answer all parts in this question. 


e It carries a total of 20 marks. 


21. An economy is described by the following equations: 


(64 = 500+0.6(Y -T) 


I’ =100 
G =100 

NX =50 
T =100 
Y* =1500 


Find a numerical equation relating planned aggregate expenditure to output. (5 marks) 


b. By how much would government purchases have to change in order to eliminate the output 
gap, if any? (5 marks) 

c. Use a Keynesian-cross diagram to briefly explain the effects of the change in government 
purchases in part (b) (5 marks) 


d. By how much would autonomous tax have to change in order to eliminate output gap, if any? 
(5 marks) 
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PART C: SHORT ESSAY QUESTIONS 


There are TWO (2) sections to this part. 
Answer ONE (1) short essay question from each section. 


Each short essay question carries 20 marks. 


22. 


23% 


24. 


29; 


SECTION A 


Many European economies were in recession in 2007 and 2008. Use the Keynesian-cross diagram 
to describe the situation in these economies. Some economists recommended fiscal stimulus 
packages as a means of reducing the adverse impacts of the recession. Meanwhile, other 
economists suggested that reducing government expenditure (fiscal austerity) offers a more 
sustainable solution to the problem. Which advice would you advocate and why? 


OR 


Using the AD-AS model, show how real GDP would change over time if the reserve bank targeted 
a lower inflation rate and there was no change in fiscal policy. Suppose that real GDP was equal to 
potential GDP at the time of the change. Explain the role and behavior of interest rate and inflation 
in the adjustment of the economy. 


SECTION B 


Why would a country want to drop out of a fixed exchange rate system? Why might the country 
want to join a fixed exchange rate system? 


OR 


Compare and contrast the effectiveness of monetary policy under the fixed exchange rate regime 
and the floating exchange rate regime. 
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ANSWER SHEET FOR PART A 


Please CIRCLE clearly the correct answer. 


Question | eAe eBe eCe eDe 
Question 2 eAe eBe eCe eDe 
Question 3 eAe eBe eCe eDe 
Question 4 eAe eBe eCe eDe 
Question 5 eAe eBe eCe eDe 
Question 6 eAe eBe eCe eDe 
Question 7 eAe eBe eCe eDe 
Question 8 eAe eBe eCe eDe 
Question 9 eAe eBe eCe eDe 
Question 10 eAe eBe eCe eDe 
Question 11 eAe eBe eCe eDe 
Question 12 eAe eBe eCe eDe 
Question 13 eAe eBe eCe eDe 
Question 14 eAe eBe eCe eDe 
Question 15 eAe eBe eCe eDe 
Question 16 eAe eBe eCe eDe 
Question 17 eAe eBe eCe eDe 
Question 18 eAe eBe eCe eDe 
Question 19 eAe eBe eCe eDe 
Question 20 eAe eBe eCe eDe 


Please remember - This examination question paper MUST BE HANDED IN. Failure to do so may 


result in the cancellation of all marks for this examination. 
Writing your name and number on the front will help us confirm that your paper has been returned. 


